. 11 May 1978

MEMORANDUM FOR THE RECORD

SUBJECT: US-~USSR GNP Comparisons

The attached memurandum and'Table:were forwarded to

Colonel L.D. Badgett, USAF Acaéemy,~Coiorado, per his reqﬁest.

Attachments:
as stated
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. 12 May 1978

MEMORANDUM FOR THE RECORD

SUBJECT: US-USSR GNP Comparisons

1. The burden of defense cannot be measured from US-USSR
GNP comparisons in dollars. Defense burden is correctly measured
by calculating the defense sharé of GNP when both defense and
GNP are stated in domestic prices. 1In the USSR, defense burden
must be defined within the context of Soviet GNP in ruble prices.
This calculation shows a greater burden for the USSR than the US,
i.e., 11-13% for the USSR vs 5% for the US.

2. US-USSR dollar comparisons of GNP and defense will
never give accurate indications of defense burden. The metho-
dology behind the comparisons makes this impussible.

a. Our estimates of Soviet defense spending in dollars
. measure the cost of producing the Soviet defense
effort in the US based.on US resource costs,
scarcities and transformation rates. These, of
course, have no relevance for the USSR.

b. The dollar figure that shows Soviet GNP to be half
of US GNP is the geometric average of ruble and
dollar GNP comparisons., Ruble and dollar compari-
sons yield different but equally valid results.

The dollar comparison measures the relative ability
of the two countries to produce the Soviet mix of
output; ruble comparisons measure relative ability
to produce US output. | The geometric average is an
approximate measure of relative ability to produce a
mix of output that lies between the actual output

mixes. _ |

3. Ruble and dollar comparisons yield very different
results because the patterns of:output and prices vary greatly
between the US and the USSR. Dollar prices place greater
weight on output of investment and defense in which the USSR
specializes; ruble prices place greater weight on consumer

]

ER M 78-10321

<
«2
=~y
—
e
<

e

UNGLA




Lnbhﬁ‘ﬁﬁ

goods in which the US has an absolute and relatlve advantage.'
Underlying the comparlsons is the assumption that each country
could switch to the other's mix of output with no change in
~unit costs or prices. The dollar comparison assumes that the
US could shift to the Soviet output mix with no change in the
dollar value of GNP. Ruble comparisons assume the Soviets
could shift to US output patterns with no change in ruble GNP.
Because edch country is better equlipped to produce its own
output mix, dollar comparisons favor the USSR while ruble com-
parisons favor the US. Soviet GNP is larger, relative to US GNP
if the comparison is made in dollars. When a single, dollar
figure for Soviet GNP is requlred we use the geometric average
of ruble and dollar comparisons.’ In theory it provides a com-
parison less biased than either of the comparisons in national

prices.

" '}

Attachment:
as stated
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